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Investment Highlights 
 
1)  The GEO Group (“GEO”) reported in-line financial results for 
their third quarter 2011 earnings last week, including earnings per 
share of $0.41 (pro-forma) versus $0.39 per share in the prior year 
period, on revenues of $406.8 million, an increase of 25% year-over-
year. Our estimates had been revenues of $411 million and pro-forma 
EPS of $0.40. Growth was led by increases in GEO Care revenues (up 
80% year-over-year) and to a lesser extent revenue increases of about 
12% in both US Detention & Corrections and International Services. 
Earnings in the quarter were boosted by improved margins, as both 
operating expenses (75.6% of revenues as compared with 76.5% in the 
year-ago-period) and general and administrative costs (6.4% versus 
10.4%) were lower as a percentage of revenues, due primarily to 
higher average occupancies and economies of scale following several 
acquisitions completed in the past fifteen months.  
 
2) Along with the Q3/2011 financial release, GEO management 
also provided guidance for the upcoming fourth quarter and 2011 
year as a whole, including lower revenues as the Company decided to 
return inmates housed at its North Lake facility in Michigan to 
California (only 270 to date) and end this slow-to-develop contract. 
New revenue guidance is $405-$410 million for Q4/2011, down from 
$413-$418 million.  Our estimate for Q4/2011 had been $416.5 million 
(representing an 11% year-over-year increase); our revised estimate is 
$409 million, or a 9% increase over Q4/2010. Despite the lower 
revenues, recent share buyback programs are expected to aid earnings 
per share results in Q4/2011, and thus we are maintaining our EPS 
estimates for GEO at $0.40, down slightly from the $0.41 per share 
recorded in Q4/2010. We are also maintaining our estimates for 2012, 
including revenues of $1.75 billion (an increase of 8% from estimates 
for 2011E) and earnings of $1.70 per share. 
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Current Price $17.40

Price Target $27.50

Estimates F2010A F2011E F2012E
Sales($mill) $1,246.7 $1,615.4 $1,735.0
1Q 273.1 391.8 A
2Q 273.8 407.8 A
3Q 326.3 406.8 A
4Q 373.6 409.0 E
Prev. Rev. Estimate ($ mil.) $1,627.1 $1,747.0

EPS $1.51 $1.56 $1.70
1Q 0.34 0.35 A
2Q 0.37 0.40 A
3Q 0.39 0.41 A
4Q 0.41 0.40 E
Previous EPS Estimate $1.55 $1.70
P/E (x) 11.5 11.1 10.2

EBITDA/Share $3.36 $4.48 $5.06
EV/EBITDA (x) 11.4 8.6 7.6

Stock Data
52-Week Range $17.14-$26.95
Shares Outstanding (mil.) 63.6
Market Capitalization (mil.) $1,105.9
Enterprise Value (mil.) $2,440.4

Debt to Capital (9/11) 58.5%
Book Value/Share (9/11) $16.45
Price/Book 1.1 x

Average Trading Volume (3-Month) 735,000
Insider Ownership 15.7%
Institutional Ownership 84.3%
Short interest (Million shares) 4.0
Dividend / Yield $0.00/0.0%
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3)  This year (2011) may go down as an up-and-down period for GEO, primarily due to struggling state 
governments, despite philosophical gains made this year at the highest levels of state government 
regarding increasing privatization of state-run correctional, mental health, and work release facilities. 
Even though hoped-for expansion of services to California (North Lake) and Florida (Region IV) did not 
materialize, the Company did make some progress in growing its correctional services business with state 
clients in 2011, including new builds in Georgia (Riverbend) and Indiana (New Castle expansion) as well as the 
ramp-up of the new Blackwater facility in Florida, initially opened in late 2010.  US Federal and International 
(also primarily National-level contracts clients) showed solid growth in 2011, including new contracts in 
California for the Federal ICE (Immigration) program and in the UK, also in the immigration area. Going 
forward, we anticipate that in 2012 GEO could see steady growth related to new contracts on the Federal level 
in the US, GEO Care, and internationally in the UK, while the Company continues to lay the groundwork for 
major new contracts for large privatization programs with State contracts (Ohio, Florida and Arizona) as well as 
International clients (New Zealand, the United Kingdom and South Africa, for example).  
 

 

Conclusion/Stock Valuation 
 
GEO shares have pulled back as this year has progressed, reflecting weak state government economies and a 
weak overall stock market, after nearing new highs (and our $27.50 price target) earlier this year on investor 
enthusiasm related to potential synergies accruing from recent acquisitions. The flip side of the current 
economic uncertainties is that unprecedented opportunities for privatization are cropping up, and GEO may 
return to a growth mode as early as next year. Therefore we are maintaining our Buy rating on GEO and 12-18 
month price target of $27.50, just 18X estimated 2011E earnings of $1.55 per share.  

 

Risk Factors 

In addition to normal economic and market risk factors that impact most equities and the common risks 
shared by The GEO Group with other companies in the industry, we believe risks to our price target 
include the following: 

• Reliance on Government Spending - GEO is reliant on funding from state governments, the US 
federal government, and other foreign governments to provide reimbursement for its prison facilities. 
Currently, several large US states including California and Florida are experiencing budget difficulties 
which could inhibit the growth of the Company’s business, despite severe overcrowding for many states. 

• Existing Litigation - GEO has experienced several cases where inmates or families of inmates have 
sued the prison facility operator, and the increasing incidence of inmates being sent outside their home 
state has exacerbated this trend. Recently, the Company signed new agreements to house inmates 
outside of their home state, and thus may be opening the Company up to additional lawsuits in the 
future.  

• Dependence on acquisitions for growth – Historically, GEO has been active on the acquisition front, 
especially most recently, and much of the Company’s advancement has arisen from acquisition-related 
growth. There can be no assurance that in the future acquisitions will be made (particularly in the 
increasingly consolidating correctional services market) nor that financing will be available should 
acquisition opportunities arise.  

• Idle facilities – The Company currently owns several idle and empty prison facilities, most notably the 
2,500 bed North Lake Correctional Facility in Baldwin, Michigan.  The continued operation of idle 
facilities pose additional risks and difficulties for prison operators, and there can be no assurance that the 
Company will be able to fill its idle prison beds or return these facilities to profitability in the near 
future. 
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• Exposure to International Operations – Currently, the GEO Group derives approximately 13% of its 
revenues from International operations, principally South Africa, the United Kingdom and Australia.  
Any variability in currency valuations from these three countries or other jurisdictions in the future may 
have a material adverse affect on the Company’s financial results.  
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Source: Dawson James Securities, Inc. estimates; Company documents
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Important Disclosures: 
 
Price Chart: 

 
 
Price target and ratings changes over the past 3 years: 
Initiated – January 2, 2010 – Buy - Target $27.50  
 
Analyst Certification: The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this 
report accurately reflect his personal views about any and all of the subject securities or issuers discussed; and 2) no part of the 
research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by 
the research analyst in this research report; and 3) All Dawson James employees, including the analyst(s) responsible for preparing this 
research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various 
factors, including total revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment 
vehicles consisting of components of the compensation generated by investment banking activities, including but not limited to shares 
of stock and/or warrants, which may or may not include the securities referenced in this report. 
  
Dawson James has not received investment banking compensation from the company mentioned in this report and is not actively 
seeking compensation for investment banking services in the future.  Dawson James does not make a market in this security.  Neither 
the research analyst whose name appears on this report nor any member of his household is an officer, director or advisory board 
member of the company.  Dawson James did not receive any other compensation from the company in the previous 12 months. The 
Firm and/or its directors and employees may own securities of the company(s) in this report and may increase or decrease holdings in 
the future, but the firm as a whole does not beneficially own 1% or more of any class of common equity securities of the subject 
company. 
 
Ratings definitions: 1) Buy: the stock is expected to appreciate and produce a total return of at least 20% over the next 12-18 
months; 2) Neutral: the stock is fairly valued for the next 12-18 months; and 3) Sell: the stock is expected to decline at least 20% over 
the next 12-18 months and should be sold. 
 

 Company Coverage Investment Banking 
Ratings Distribution # of Companies % of Total # of Companies % of Totals 
Buy 27 84% 8 30% 
Neutral 5 13% 3 75% 
Sell 1 3% 0 0% 
Total 32 100% 11 34% 

 

Information about valuation methods and risks can be found in the “STOCK VALUATION” and 
“RISKS” sections of this report. 
DAWSON JAMES SECURITIES, INC., Member SIPC, FINRA, (the "Firm") does not make a market in these securities.  The Firm may perform or seek to perform investment banking services for these 
companies in the future. Analysts receive no direct compensation in connection with the firm's investment banking business. All Dawson James employees, including the analyst(s) responsible for 
preparing this research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various factors, including total revenues of Dawson James and 
its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but not 
limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report. The Firm, its officers, directors, analysts or employees may effect transactions in and have 
long or short positions in the securities (or options or warrants with respect thereto) mentioned herein. Although the statements of fact in this report have been obtained from and are based upon 
recognized statistical services, issuer reports or communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates included in this 
report constitute the analyst’s judgment as of the date of this report and are subject to change without notice. The Firm may effect transactions as principal or agent in the securities mentioned herein.  The 
securities discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. This report is offered for informational purposes 
only, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 
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